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Abstract. This paper provides structural and non-structural tests that com-
pare the characteristics of ¯nancial systems across countries. Analyzing European
data, we test whether the countries with a larger share of market ¯nance in total
external ¯nance have more e±cient ¯nancial markets (relative to other ¯nancial
intermediaries such as banks). The identi¯cation strategy relies on the observation
at the industry-level of macro data (the share of market ¯nance in total external
¯nance) and micro data (the distribution ¯rm sizes). Speci¯cally, we argue that
the share of market ¯nance increases less with the industry average ¯rm size in
countries with relatively more e±cient ¯nancial markets. We ¯nd that the UK
channels a larger fraction of the ¯nancial °ow to the ¯rms through ¯nancial mar-
kets than continental Europe but this is explained by larger ¯rms in the UK, not
relatively more e±cient markets.
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